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Rather than making many Minnesotans unwitting lawbreakers, the council proposes allowing
individuals with purchases subject to the use tax of no more than $770 in a year, a use tax
exemption — i.e., an effective use tax exemption of $50. Individuals making purchases subject to
the use tax in excess of $770 annually would be subject to use tax on all purchases, not just those
in excess of $770. Businesses and individuals who must register to collect sales and use tax
would not qualify for this exemption, regardless of the amount of annual purchases subject to the
use tax. The Department of Revenue is estimating the cost of this proposal.

II. Exemption for Goods Used or Consumed in Performing Taxable
Services

Under current law, tangible property consumed in the production of tangible personal property for
sales at retail is exempt from tax. The intent of the exemption is to prevent tax pyramiding,
multiple taxation of the same good so the tax actually exceeds 6.5 percent. No analogous
provision exist for goods used or consumed in providing taxable services. For example, fertilizer
consumed in performing taxable lawn care services are taxed; soaps and waxes used in car washes
are taxed, even though the service is also taxed, and so forth. The council recommends that such
purchases or use be exempted from tax. As a starting point, this exemption would be limited to
taxable services defined under Minnesota Statutes, section 297A.01, subdivision 3, paragraph (i),
but excluding solid waste collection and disposal services. This includes, among others, laundry
and dry cleaning, car washes, building and residential cleaning, and lawn care. Preliminary
estimates are that this would cost $5.5 million annually.

III. Make Permanent the Temporary Exemption for Used Farm Machinery

Used farm machinery is exempt from tax through June 30. Absent an extension or making the
exemption permanent, the tax will revert to the 2.5% rate generally applicable to farm equipment.
Making the exemption permanent or extending it would cost $1.6 million annually. The council
recommends that the exemption for farm equipment be limited to equipment for use in the trade
or business of farming. Thus, it would not extend to purchases of, for example, antique or
collectible farm equipment by collectors.

IV. Accelerate and Complete Phase-Out of the Tax on Replacement Capital
Equipment

The council recommends that the current phase-out of the tax on replacement capital equipment
be accelerated and completed per the schedule on the next page with its incorporated costs.
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Year Current Proposed Cost
Law Law ($000)
FY 1997 3.8% 3.0% 4,400
FY 1998 2.9% 1.5% 10,900
FY 1999 2.0% 0.0% 18,700

Fully exempting replacement equipment will simplify administration of the tax by eliminating the
distinction between new and replacement capital equipment. In addition, the proposed changes
will provide an incentive for Minnesota manufacturers to re-invest in and modernize their
facilities. Finally, it will slightly reduce the problem of pyramiding of the tax.
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Representative Ann Rest
Chair, Sales Tax Advisory Council





